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INSURANCE SUPPLEMENT. 





THE LIFE INSURANCE OUTLOOK. 
Bonus Prospects AND THE INcoME Tax. 


Tue first year of working under peace conditions has 
proved that British life insurance companies have 
survived the conflict with their reputations enhanced. 
Most companies issued their policies with the sweeping 
clause that they were “ whole world and unconditional,” 
which naturally included ali risks under either 
peace or war, and when war actually broke out, 
all British companies came into line and included 


the war risk in their outstanding contracts without — 


additional charge. The war claims have proved 
to be a comparatively small matter after all, in spite of 
the unexpectedly long duration of the war, in life 
insurance finance. The war period has been a most 
trying time, and yet in spite of reductions of bonus on 
participating policies the companies have come through 
it with their main asset, namely their credit, 
unimpaired. There are still dark clouds in the sky, but 
conditions are certainly more favorable than many dared 
to hope would be the case. 

For most offices the volume of new business reached 
record heights last year. In part this was no doubt due 
to the fact that life insurance as a whole had got into 
arrears during the war, men engaged in or liable to 
military service being uninsurable. On demobilization 
these have hastened to secure the benefits of life 
insurance, benefits which they were able to appreciate 
the more from the fact of their having been deprived of 
them at a time when they were most to be desired. Then 
the general rise of prices and the higher scales of profits, 
salaries, and wages have all contributed to stimulate the 
new business figures of the companies. With the reduced 
purchasing power of the pound sterling the individual 
who has wished to leave his dependants a sufficient 
annual income has had to increase his sums assured very 
considerably. The higher death duties, too, necessitate 
increased life assurance cover if an estate is not to be 
unduly diminished upon succession. These influences 
have all combined to swell the premium incomes of life 
offices, and this feature has a favorable effect on the posi- 
tion of life assurance funds asa whole. Inthe early years 
of a group of life insurance contracts the office derives very 
considerably more from the premiums than is required 
in respect of claims, and consequently it is able to add 
largely to its invested funds. At the present time it 
is the depreciation in all classes of security which are 
making the greatest inroads into invested funds, and 
the possession of substantial amounts of free money 
which can be invested at ruling rates of interest renders 
the depreciation which has taken place in the funds 
already invested of relatively smaller importance. 
There can be little doubt that the support recently 
apparent in the Stock Markets for the very long term 
securities in preference to those of shorter duration has 
been due to investments by insurance companies, for at 
6 per cent. upon first-class security the margin of profit 
is a very high one, even allowing for the fact that the 
companies are mulcted for full income tax on the whole 
of their interest earnings, less an allowance for manage- 
ment expenses. 








On the future “net” rate of interest likely to be 
earned on the funds turns, in fact, the discussion of 
future rates of bonus likely to be paid on participating 
policies. At the moment it is the depreciation in the 
capital value of the funds themselves which is adversely 
affecting the rates of bonus. The extra mortality due 
to the war, and even more serious than the war in this 
respect, the influenza epidemic in 1918, are things of 
the past. They are paid for and finished with, but the 
depreciation of investments is another matter. Never 
was a careful study of life insurance accounts so necessary 
in order to determine the relative strength of the various 
offices and their suitability for the particular form of 
policy which the individual may desire to take out. 
Many offices which, until the war, valued their liabilities 
on the assumption of being able to earn only a very low 
rate of interest in the future—say 2} per cent.—have 
given themselves the benefit of the assumption ‘of a 
slightly higher rate. The adoption of 3 per cent. in 
their calculations naturally reduces somewhat the 
estimate of the current value of their future liabilities. 
A heavy depreciation in security values necessarily im- 
plies that they yield a higher rate of interest at their writ- 
ten-down value. This last is important, for it is obvious 
that if, after raising its valuation basis and writing down 
its securities, an office cannot show a good margin of 
actual interest earnings over its assumed rate, there is 
not going to be very much margin from surplus interest 
earnings available to provide bonuses in the future. At 
the same time, however, it has to be borne in mind that 
a valuation on a 3 per cent. basis leaves a slightly larger 
proportion of the gross premiums as a reserve for future 
expenses than does the same valuation on a 24 per cent. 
basis. 

The income tax question is undoubtedly a serious 
factor in the bonus outlook. Investments depreciation 
cannot go on indefinitely, and therefore may be regarded 
as temporary in its nature. Once fully provided for 
bonus prospects would be unimpaired. The interest 
income of a life office, however, is just as necessary to 
the fulfilment of its contracts as is the regular payment 
of the stipulated premiums, and cannot be classed as 
profit or unearned income in any sense. Income-tax at 
the rate of 6s. in the pound therefore presses very 
harshly upon life insurance business, for the interest 
income always must exceed very considerably the real 
profit, and the effect of the high rate of tax is to reduce 
the net rate of interest earned. If an office, say, has a 
large proportion of its funds invested in securities which 
return but a low rate of interest and only realizes a gross 
rate of interest of 4 per cent., the net rate will be but 
little more than 2? per cent., particularly if its manage- 
ment expenses were low, for management expenses are 
now allowed to be set off against interest income in 
arriving at the assessment. In a case such as that 
suggested it is obvious that unless the office were using 
an abnormally low rate of interest as its assumed future 
rate of interest in its valuation, not only would the 
margin for bonuses be gone, but its ability to continue 
granting policies at rates which were adequate enough 
when a higher rate of interest could be earned might be 
imperilled. The high income tax must obviously operate 
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Are you prepared to meet i 
Heavy Death Duties? 


An important question demanding the serious attention os 
every Business Man and Owner of Real and Personal Property. 
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most unjustly as between the two main classes of policy 
holders—namely, participating and non-participating. 
The latter is not affected at all unless interest earnings 
are reduced to a figure where the future ability of the 
office to meet its contracts is jeopardized. The with- 
profit policy holder, however, pays an increased premium 
for the right to participate in profits, and he has the 
right to assume that the company will not indulge in 
other classes of life business which will not be carried 
on at a profit, or, in effect, using his excessive premiums 
to make good losses elsewhere. Yet this is the position 
into which the workings of the present income tax law 
threatened to put some at least of the companies. One 
company in the very front rank decided in view of the 
situation that it could not conscientiously continue to 
appeal for with-profit insurances until the prospects 
were clearer. There is a feeling in life insurance 
circles that a more or less general revision might 
well be made in the interests of the with-profit 
policyholders of the rates charged for non-profit 
policies. These latter rates were the subject some 
few years ago of rather keen competition among 
a number of offices for the sake of the advertisement 
and advantages which “ lowest rates’’ were considered 
to give. Of course, the rates were not cut to low figures 
irrespective of whether the business would be likely to 
be profitable or not, but when a reduction was in pros- 
pect the actuaries concerned would begin with the know- 
ledge that they had got to arrive at a low rate and 
would make their assumptions accordingly. Thus most 
of the low non-profit rates now current were calculated 
on the assumption of favorable conditions all round. 
Interest was assumed at 3} per cent., favorable mortality 
statistics were used, and only a low percentage put on 
to the “ net’’ (or mathematically sufficient) premium to 
provide for expenses. Hence there is no doubt that non- 
profit rates on the whole have been cut fairly fine, and 
in view of the uncertainty as to future bonuses there is 
a good deal to be said for the opinion that non-profit 
insurance at present rates offers the best value. 

More particularly is this true in the case of proposers 
who are somewhat beyond the normal age, say, in their 
forties, when the difference between the rates of premium 
is great enough to make the larger initial assurance at- 
tractive by reason of the fact that in most cases the holder 
would have to survive to a greater age before the with- 
profit policy at a moderate rate of bonus would exceed 
the fixed sum assured which could be secured for the 
same premium under the non-profit scale. For the 
young man in his twenties, however, the with-profit 
policy offers a speculation on longevity with chances of 
a handsome return on the investment over a fairly long 
period. The necessity for writing down investments 
and building up surpluses again may be interfering with 
bonuses at the present time and causing very mediocre 
results, but as the result of such writing down and of 
the investment of fresh money at the rates now obtain- 
able on first class security the margin of interest profit 
should soon begin to rise to a very satisfactory level. 
The Income Tax Commission, too, suggested that the 
liability of life insurance companies to income tax might 
properly form the subject of investigation by a future 
Commission to be charged with the duty of reporting 
on insurance as such, so that at some future time the 
companies might possibly obtain relief from the burden 
of the present system of taxation in some degree. 
During the war many companies have “ passed’’ their 
But that there is no want of 
real confidence as to the future is evident from 
the fact that in practically every case where the 
bonus has been passed, the office has continued 
to add a moderate rate of bonus to all policies 
which have become claims since the previous declara- 
tion of bonus. This is evidence that though the outlook 
has been too uncertain to allow the office to add a large 
sum by way of bonus, definitely increasing the total 


bonuses altogether. 





[Supplement, May 29, 1920. 





liability under its contracts, nevertheless it would have 
been unfair to policyholders whose contracts have ter- 
minated in the period to exclude them from bonus 
altogether, for in that case their share would be carried 
forward for the ultimate benefit of those policies which 
were entitled to share at the time the next bonus distri- 
bution should actually be made. 

Some offices have got over the difficulty of the 
uncertain bonus outlook as far as new entrants are con- 
cerned by giving the holder of a non-profit policy the 
option to convert it into a with-profit policy by 1.erely 
paying the with-profit premium applicable, the policy, 
of course, only sharing in bonus dis‘ribution from the 
date of conversion. The terms of these crrangerents 
vary in different cases; the majority of cffices limit the 
exercise of the option to the first five years of the life 
of the policy while others allow the option to be exer- 
cised at any time. As a rule an ordinary life policy 
carries a great many more unstated “ options’’ than the 
assured is ever aware of, for practically all offices will 
vary the terms of the contract to suit the wishes of the 
policyholder in any direction he desires, and will, on 
application, quote the extra payment, or return of 
money to be made by the office, as the case may be, for 
the desired alteration. In any alteration, however, 
which has the effect of increasing the assurance or reduc- 
ing the premium, or is of the nature of the exercise of 
a ‘“selection’’ against the office, a fresh medical 
examination is generally required. 





FIRE INSURANCE. 


Ix pre-war days most of the big composite offices 
regarded fire insurance as their great profit-making 
department, and they were right in doing so. For 
British offices had established in the course of the past 
centuries a reputation for fair dealing with their 
policy holders which gave them, and still gives 
them, a pre-eminent position above all their competitors 
in a branch of insurance which makes the widest appeal 
all the world over. There is scarcely a firm or an 
individual without a direct personal interest in at least 
one fire policy, and a country that in this matter of fire 
insurance holds the world in fee is assured of an 
enormous and increasing revenue. 

During the war the position of the fire departments 
as the great profit-makers for the offices was challenged 
by the marine underwriters who found themseives 
suddenly raised to a state of greater wealth and affluence 
than they had ever known before. But it was a passing 
and temporary challenge, and to-day the fire depart- 
ment is restored to its old place, which it seems likely to 
occupy for the rest of our time. 

With the exception of the actuary no insurance 
man works on more scientific or safer lines than the fire 
manager. With the tabulated experience of centuries 
behind him, a strong tariff to protect rates, the fire 
offices committee constantly at work on new problems 
as they crop up, and a common pool of much valuable 
xnowledge, he can forecast his results over a period of 
years with wonderful exactness. A disaster like the San 
Francisco earthquake may disturb his calculations, but 
that apart, he can look forward under present conditions 
to steady success and profit so long as he has (1) a steady 
flow of business of a good moral hazard; (2) adequate 
facilities for re-insurance. The first condition was 
satisfied in 1919 beyond expectation, for the continued 
rise in prices, so infuriating to the consumer, swelled 
still further the already enormous premium incomes of 
the fire departments. Policy holders were discovering 
throughout the year that they were short of cover, and 
coming to their fire offices for further protection. Most 
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|/|CANADA LIFE 


ASSURANCE COMPANY 


is the oldest Life Office of the Empire from beyond the seas. It was 
. founded in 1847, and now possesses Assets of over £14,250,000, thus being 
" one of the largest Life Offices in the Empire. 

e Its financial position is unusually strong, and is under the strictest Govern- 
e ment supervision, 

Its Policy Contract, with Guaranteed Loan and Surrender Values, is the 














sd most liberal in the Life Assurance market, and its Bonuses to Policyholders 
1 have not been surpassed. 

1e The Company has enjoyed the almost unique experience of increasing its 
mn bonuses since the war commenced, and with the return of normal times its 
of profit-earning power must be enormously strength-ned, and be greatly in 
7 excess of anything previously experienced, 

oh At the end of last year the Company carried forward over £1,500,000 
of of undivided surplus. The Company also transacts annuity business on the most 
al favourable terms. 


APPLICATIONS FOR DISTRICT AGENCIES 


are invited from Gentlemen in a position to influence a moderate volume of new 
‘business annually, 


Reply to MANAGER, Canada Life Office, Canada Life Building, 
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private people—but not all—are beginning to realize 
the necessity of taking out large policies on their house- 
hold goods, and the offices are naturally happy enough 
to give them all the cover they want. But the serious 
congestion and the enormous accumulation of values has 
been at the docks, and such great centres as Manchester, 
where in the early months of the year the value of cotton 
goods awaiting shipment must have exceeded all 
previous records. Merchants were forced against their 
will to use inferior warehouses for the storing of their 
goods, and high rates had to be paid to insure them 
against the risk of fire while they lay there. What 
happened in Manchester was an example of what was 
happening all over the world, and with high values and 
great accumulations the fire offices had a good flow of 
business at remunerative rates, the result of which is 
seen in the big premium incomes and the satisfactory 
loss percentages displayed by the annual reports pub- 
lished this spring. 

The second condition indicated above is adequate 
facility for re-insurance. To a fire manager this is a 
matter of the greatest importance, for in the modern 
development of insurance business it has played a leading 
part. Before the war much of the English re-insurance 
business went to Germany, and when this market was 
cut off it was not easy for the offices to get rid of as much 
as they wanted out of their original business. The 
difficulty of re-insuring was at times during the war 
serious, especially in view of enormous new industries, 
such as the manufacture of aircraft, which sprang up 
like mushrooms, and within a year or two became holders 
of enormously valuable stores. Some of the largest air- 
craft companies’ schedules (to take this illustration) 
were placed with great difficulty, and were only placed 
at all through the patriotic co-operation of the offices 
which increased their retentions beyond what they would 
normally have considered the line of safety. To supply 
the demand for re-insurance a number of companies 
were floated during 1919, most of which had their 
capital readily subscribed by the public, and some of 
which still have their shares standing at a substantial 
premium in the market. Whether the new companies 
will succeed must depend largely on the power of their 
managers and directors of getting a good show of business 
from the old tariff offices, but ultimately the success of 
all of them must depend on the maintenance of the 
original fire premium income. So long as values remain 
high and schedules and floating policies large, so long 
they may hope for a good re-insurance business, but if 
the slump in commodity values is really coming the tariff 
offices will find it less easy to keep their incomes at the 
present high level, and then the new re-insuring offices 
may be hard put to it to scrape a diet that can satisfy 
their natural premium hunger. 

As the most important thing for a fire office under 
modern conditions is to keep a steady flow of premiums 
in volume large enough to satisfy their enormous 
requirements, it is probable that the policy of acquiring 
fresh connections by amalgamations and combines is not 
likely to come to an end. In the first half of last year 
the air was thick with rumors of new amalgamations 
between companies, and as most of tlle marine companies 
have now passed over to big composite offices, the only 
possibility left is for the fire offices to amalgamate with 
one another. In 1919 the sensation of the year was the 
arrangement made between the Royal and the Liverpool 
Union and Globe, which took by surprise everybody not 
in the confidence of the two offices themselves. The 
union of these two gigantic concerns can only be com- 
pared to the amalgamations which have already taken 
place between the great joint stock banks, but it must 
be remembered that whereas the banks to a great extent 
work independently of each other, the fire offices have 
for years protected themselves by a complex and 
detailed tariff which has done as much as anything else 
to give them the overwhelming strength they possess 
to-day. In a sense this tariff facilitates amalgamations 
and working arrangement, but outsiders may wonder 
what two enormous offices already working to tariff can 
gain from a complete amalgamation of their interests. 





In the discussion of fire insurance it is not irrelevant 
to touch on the market value of insurance shares which 
depend for their prosperity so largely on the results of 
fire departments. A glance down the list of insurance 
yields may well astonish the outsider who finds that an 
investment in these shares will give him a considerably 
smaller return than an investment of gilt-edged Govern- 
ment stocks. The explanation is that most insurance 
companies pay their dividends out of the interest earned 
on invested funds and devote the business profits to 
strengthening their financial position. This fact makes 
insurance shares unique in the investment market, for 
it would be difficult to find any other class of company 
which earns very large profits annually from its proper 
business, but pays over to its shareholders only what is 
received on its own investments. For the greater part 
of 1919 the insurance share market was buoyant and 
active, but latterly there has been a reaction, due not 
to the fortunes of the companies’ business, but to the 
general condition of money and the stock markets. 


MaRINE INSURANCE. 


The change from war to peace was for marine 
underwriters a drop from high prosperity and profits 
easily earned to a normal period, or rather to a period 
of greater than normal difficulty. War premiums 
practically disappeared, and experienced underwriters 
believed that the troubled conditions left by war as a 
legacy to peace would make the earning of profits 
practically impossible. So far as 1919 was concerned, 
their forebodings did not come true, for, so far as we 
can judge at present, it was actually a very good year, 
“first year settlements’’ on time and voyage business 
being in the careful underwriter’s books remarkably 
low. This result was due mainly to the small 
number of total losses, as the world’s tonnage (apart 
from wooden steamers), either because freights were 
high or for some less obvious reason, got through the 
twelve months with a low percentage of casualties. 
Unfortunately it does not look as though the present 
year would be so happy in its results. Already several 
serious losses have occurred, notably the “ Botanist’’ 
lost on the Indian coast, and the “ Bohemian ’’ lost in 
the Atlantic trade, and the settlement for the first 
quarter of 1920 is believed to haye been far from good. 
With the drop in freights this increase in casualties and 
total losses is likely to continue. 

But the thing that really rattles the marine under- 
writer to-day is pilferage—a word that has acquired a 
most sinister significance since the end of the war. A 
marine policy per se does not cover pilferage, but most 
merchants under present conditions press for its 
inclusion, and it certainly is a most appalling risk. 
Figures given to underwriters by Lloyd’s claim-settling 
bureau suggest that the value of the petty thefts on all 
the world’s routes this year will be little if at all less 
than £1,000,000. 

Seeing their premium income eaten into by this 
pilfering habit, English underwriters are resorting to a 
novel plan to protect themselves. They are not merely 
demanding a separate additional premium to cover 
pilferage, but they are refusing to insure more than 75 
per cent. of any loss due to this cause. Thus if a 
merchant ships and insures goods worth £100, he 
recovers in case of total loss from marine perils the full 
£100; but if his goods are stolen he will be entitled only 
to £75, the remaining £25 falling on himself. The 
object of this scheme is to interest in the pilferage losses 
the people who are believed to be the only ones capable 
of remedying the wrong. An underwriter having paid 
a pilferage claim is helpless, for he has no standing as 
against the carrier or the shipowner who can snap his 
fingers in an underwriter’s face. But a merchant who 
supplies the carrier with his business and the shipowner 
with his freight is considered to be in a position to put 
pressure on the carrier, and make him more careful to 
prevent crime. Whether the scheme will work seems 
doubtful, but if it does work it will be of great advantage 
to the commercial community, and will have helped to 
clear what is at present a disgrace to our civilization. 











